
WELCOME  To

SINGLE FAMILY HOUSING 

LENDER TRAINING



Disclosure

 The purpose of this presentation is an overview of the 

subject matter with summation and explanation of recent 

changes in FHA policy. It introduces and explains, rather 

than supplants, official policy issued in Handbooks and 

Mortgagee Letters. If you find a discrepancy between the 

presentation and Handbooks, Mortgagee Letters, etc., the 

official policies prevail. Please note the information 

provided in this training is subject to change.

 Please consult HUD online Handbooks at 

http://www.fhaoutreach.gov/FHAHandbook/prod/content

s.asp?address=4155-1 and Mortgagee Letters through 

http://www.hud.gov/offices/adm/hudclips/letters/mortg

agee/index.cfm for the most recent updates and current 

policy.



Underwriting The 

Appraisal
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―Direct Endorsement lenders are 

reminded that if the appraiser they 

selected provides a poor or fraudulent 

appraisal that leads FHA to insure a 

mortgage at an inflated amount, the 

lender is held responsible, equally with 

the appraiser, for the integrity, 

accuracy and thoroughness of an 

appraisal submitted to FHA for 

mortgage insurance purposes.‖



FHA - Serving the American 

Homebuyer Since 1934

With Whom Does the Appraiser 

Communicate?

The appraiser is to discuss the appraisal 

only with the  DE Underwriter who is 

responsible for the quality of the 

appraisal report. Only the underwriter is 

allowed to request clarifications and 

discuss with the appraiser components of 

the appraisal that influence its quality.





Uniform Residential Appraisal

Subject Section

FHA Case #052-3648001
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Uniform Residential Appraisal Report

Subject Section



Uniform Residential Appraisal 

Report Contract Section



Uniform Residential Appraisal Report

Neighborhood
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Uniform Residential 

Appraisal Report Site
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Observing the Site

FHA requires the appraiser to 

disclose if any property is 

subject to hazards that endanger 

the physical improvements, or 

affect livability, marketability or 

health and safety of occupants
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Site Hazards & Nuisances

Subsidence

Active or planned drill sites

Above ground stationary storage 

tanks

High voltage transmission 

lines/towers

Grading and drainage

Airport Noise and Hazards 

• Runway Clear Zones/Accident Potential 

Zones
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Individual Water Supply

and Sewage Systems

The Lender is required to insure the 

well and septic meet HUD, State and 

Local jurisdiction requirements.

The underwriter, not the appraiser, is 

required to determine feasibility of 

connecting improvements to public 

water and/or septic system. 

Call for inspection of readily 

observable deficiencies of well or 

septic systems 
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Residential Appraisal 

Report Improvements

Units

•Number of Stories

•Property Type

•Design

•Year Built

•Effective Age
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Accessory Units
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Foundation/Basement/

Crawl Space

•Basement

•Crawl Space

•Basement Area

•Basement Finish
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Interior –

Materials Condition

• Appraiser is to state what 

he/she saw and describe when 

necessary.

• What is readily observable?

• What upgrades did he/she 

see?
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Interior
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• The appraiser must enter at minimum head and 

shoulders and be able to inspect entire area.

• An attic must have adequate ventilation and be 

free from defects. 

• Homes with attic access sealed  must be opened 

and inspected.

Uniform Residential 

Appraisal Report Attic
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Mechanical Systems

All utilities should be on at 

the time of appraisal.
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Uniform Residential Appraisal 

Improvements
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Property Condition Requirements

Determine the overall quality and 

condition of property.

Identify items that require 

immediate repair (health & safety)

Identify items where maintenance 

has been deferred, which may not 

require immediate repair. 
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Property Condition Requirements 

Typical property conditions requiring further 

inspection and/or repair by qualified individuals 

reflected on the Conditional Commitment, HUD 

92800.5B:

• Infestation – evidence of termites

• Inoperative or inadequate plumbing, heating or 

electrical systems

• Structural failure in framing members

• Leaking or worn-out roofs

• Cracked masonry or foundation damage

• Drainage problems/standing water against 

foundation/Structural

• Hazardous material on the site
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Property Condition Requirements 

 FHA does not require automatic

inspections for the following items 

and/or conditions in existing properties 

unless mandated by State or local 

jurisdiction, customary for the area or 

lender required:

• Well (individual water system) 

• Septic

• Termite

• Flat and/or unobservable roof
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Uniform Residential Appraisal Report

Sales Comparison Approach

Comparable Listings

 The number of comparable properties 

currently offered for sale, including those 

under contract, within the subject 

neighborhood together with the price range.

Comparable Sales

 The number of comparable sales that 

occurred within the 12-month period 

preceding the effective date of the appraisal, 

and within the subject neighborhood, 

together with the price range.
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Uniform Residential Appraisal Report

Sales Comparison Approach
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Uniform Residential Appraisal Report

Sales Comparison Approach

Golf 

Course
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Uniform Residential Appraisal Report

Sales Comparison Approach

3-car attach 2 car 

attach

+ 7500 2 car attach +7500 2 car attach +7500

115,000
5%

15

%

126,00025

%
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Uniform Residential Appraisal Report

Sales Comparison Approach
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Uniform Appraisal Report

Reconciliation

Handbook 4150.2, Appendix D
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Uniform Residential Appraisal

Cost Approach 

 The cost Approach is required for:

• Manufactured Housing

• Unique properties/properties with specialized 

improvements

• Lender’s request

 The name of the cost service and 

reference page numbers of cost tables or 

factors required;

 Reviewer must be able to replicate, and;

 Remaining economic life line must be 

completed for every FHA appraisal 

including condominiums.
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Uniform Residential Appraisal Report

Income Approach

The Income Approach is not 

required for FHA appraisals 

completed on the Uniform 

Residential Appraisal Report, 

Fannie Mae Form 1004.
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Required Exhibits

Maps 

Local street map 

showing location 

of subject & each 

comparable sale

Show proposed 

roadways and 

street names

Location Map
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Required Exhibits

Sketch
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Required Exhibits

Photographs

Photographs are to:  

• Show front and rear at opposite angles to show all 

sides of subject property and all improvements

• Show street scene

• Include at least a single photo of each

comparable

• Show the grade of the vacant lot; 

proposed construction 

• Be taken by appraiser (no people

in photos)

• Be original photographs, MLS photos 

are not to be used as primary photo 
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Common Deficiencies -

Photographs

Photos reflecting silhouettes or “Black Blobs” 

are not acceptable

Imaged photos & documents must also be clear 
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Appraisal Practices in a Declining 

Market

Underwriter Responsibilities

 Review Comments in the Neighborhood 

Section to determine if the information is 

adequately supported by the data on the 

1004MC.

 If not, obtain further support for the 

subject’s value through additional sales 

data from the appraiser and/or an 

online resource or a review appraisal.
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90 Day Flipping Rule Suspended for 

Forward Mortgages

Cases with a sale date on or after 

February 1, 2010 that were 

previously sold within 90 days are 

now allowed to be processed for 

mortgage endorsement.
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When is a second 

appraisal required?

A lender must obtain a second appraisal by another appraiser 

if the re-sale date of a property is between 91 and 180 days 

following the acquisition of the property by the seller, 

and 

the resale price is 100 percent or more over the price paid by 

the seller when the property was acquired. 

When must the mortgage amount 

be reduced?

If the second appraisal has an estimated value more than 5% lower 

than the original appraisal , the maximum mortgage must be 

calculated upon the lower of the two appraised values.
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Conditional Commitment

A
B

D

FE

G
H

C



Page Two of Conditional Commitment



The Direct 

Endorsement

Underwriter/HUD 

Reviewer Analysis 

of Appraisal 

Report (HUD-54114) 

is used to modify 

value or for 

comments.

FHA - Serving the American Homebuyer 

Since 1934



FNMA 1004D

FHA - Serving the American Homebuyer Since 

1934



Forms

1-800-CALL FHA Servicing the American Homebuyer 
Since 1934
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Appraisal Forms

• Form 1004 Uniform Residential Appraisal Report: Appraisal of 

a one-unit property (including individual unit in a PUD)

• Form 1004C Manufactured Home Appraisal Report: Appraisal 

of a manufactured home (including a manufactured home in a 

PUD or condominium project)

• Form 1073 Individual Condominium Unit Appraisal Report

• Form 1025 Small Residential Income Property Appraisal 

Report: Appraisal of a two-unit to four-unit property

• Market Conditions Addendum, Form 1004MC

• FNMA 1004D, Appraisal Update and/or Completion Form

• Form HUD-92051 Compliance Inspection Report: completion 

report for all one-unit to four-unit appraisal reports



Appraisal Construction Exhibits

 Under Construction 90% or more complete

• Builder’s Certification of Plans, Specifications 

and Site 

• Appraiser notes any repairs and/or alterations 

required

• Appraisal is completed ―… subject to the 

following repairs or alterations …‖ and a final 

inspection by a fee inspector or local authority, 

i.e. certificate of occupancy.



Appraisal Serving as Final 

Inspection

The appraiser is required to:

• Take additional photographs of each 

diagonally opposite front and rear corner 

of the house to record adequate grading 

and drainage of the site

• Must comment in the appraisal report on 

the acceptance of the grading and drainage

• Can the Appraisal serve as a final 

inspection on manufactured housing?





Mobile Homes – Constructed prior to June 15, 

1976, the effective date of  the Federal HUD 

Code (uninsurable)

Manufactured 

Homes

Are constructed 

to comply with the 

Federal 

Manufactured 

Home 

Construction & 

Safety Standards. 

Modular

A.K.A. Factory-Built; are 

constructed to comply 

with the local State 

codes and the Uniform 

Building Code (UBC) or 

International 

Residential Code (IRC)

Factory Built Homes
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HUD Certification 

Label;  “Red Tag”

HUD Certification 

Label must be 

affixed to the tail-

light end of each 

transportable 

section



DATA PLATE

HUD

Certification 

Label Number

Serial Number
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Missing HUD Label ?

 Obtain  the label and/or serial 

number from data plate or chassis. 

Website for IBTS:

 www.ibts.org/labelreq.htm

Freedom of Information  Act 

http://hud.gov/offices/ogc/foia/f

oia.cfm
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Selection of  Comparables

At least two 

of the 

comparable 

sales must be 

manufactured



Manufactured Home:  

Cost Approach



MORTGAGEE 

LETTER 

2009-16

FHA - Serving the American Homebuyer Since 

1934

SUBJECT:  Manufactured Housing 

Policy Guidance – Property and 

Underwriting Eligibility
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Condo or PUD?

Condominium 

• Any mortgage covering a one-family unit in a project 

coupled with an undivided interest in the common areas

and facilities which serve the project.

• May include dwelling units in detached, semi-detached, 

row garden-type, low or high rise structures.

* Note: Remaining Economic Life is to be entered in the 

Reconciliation section of the Form 1073 as a statement 

similar to that contained in the Cost Approach section of 

the other three FHA approved forms, i.e., ―Estimated 

Remaining Economic Life ____ Years‖. 

PUD (Planned Unit Development)

• The development contains common areas and facilities 

owned by a homeowners’ association which all 

homeowners must belong and pay lien-supported 

assessments.



This form is designed to report an 

appraisal of a unit in a condominium 

project based on an interior and 

exterior inspection of the subject 

property.

FHA - Serving the American Homebuyer 

Since 1934



FHA Approved Condo Project

https://entp.hud.gov/idapp/html/condlook.cfm

Condominium Approval Process—Single Family 

Housing 

Mortgagee Letter 09-19

Condominiums are set forth in the

Code of Federal Regulations

FHA - Serving the American Homebuyer 

Since 1934



Resources

1-800-CALL FHA Servicing the American Homebuyer 
Since 1934
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 4150.2 (6/99) Valuation Analysis

 4145.1 REV 2 (12/91) Architectural 

Processing & Inspections

 4905.1 REV 1 (3/91) Requirements for 

existing 1-4 family units

 4910.1(7/94) Appendix K, MPS 

Proposed construction – 1-4 family

Handbooks



Questions



Energy 

Efficient 

Mortgage 

Program



What is an EEM?

1.  Allows borrowers to upgrade the energy 

efficiency of their home and finance the 

cost of the energy package into their loan.

2.  The energy package improvements agreed to 

by the borrower are based on the 

recommendation of the qualified home 

energy rater tool, Home Energy Rating 

System (HERS).

3.  The EEM program recognizes improved 

energy efficiency of a home increasing its 

affordability by reducing operating costs.



Eligible Costs

Borrower may add up to 100% of expense of the 

cost effective energy package.

―Cost effective‖:  the total cost of the 

improvements, inspection(s) and audit report, 

plus maintenance, is less than the total 

present value of the energy saved over the 

useful life of the improvements.

The cost of the energy improvements and 

expected savings are determined by the 

written home energy report.



Eligible Mortgages

1. An FHA forward purchase or a  

refinance mortgage (including 

streamline refinances) 

2.  203(b) including condominiums, 

203(h) disaster, and 203(k) 

rehabilitation mortgages.



Eligible Properties

 New and existing

 1-4 units 

 condos 

 manufactured homes. 



Home Energy Rating System 

(HERS)

1. Borrower orders the written   

home energy rating report. 

2. The HERS report provides 

estimates of the cost of 

improvements and the expected 

energy savings.



HERS Raters

1. Utility Companies

2. Local, state or federal agency

3. Local, state or federal agency designated for the 

purpose of providing HERS for residential properties.

4. A non-profit organization experienced in home energy 

ratings on residential properties.

5. Department of Energy’s website :

http://www.energystar.gov/index.cfm?c=home

improvement.hm_improvement_contractors#s1

http://www.energystar.gov/index.cfm?c=home_improvement.hm_improvement_contractors
http://www.energystar.gov/index.cfm?c=home_improvement.hm_improvement_contractors
http://www.energystar.gov/index.cfm?c=home


HERS Report

 Existing properties :  cost effective 

improvements to increase the energy 

savings.

 New construction :  cost effective 

improvements to be included over 

and above requirements of the 2000 

International Energy Conservation 

Code (IECC)



Home Energy Rating Report 

continued

 Estimated present annual cost of the 

energy package useful life and the cost 

of maintenance over the useful life of the 

improvements.

 Present estimated annual utility cost 

before and after installation. 

Certification ―I certify that to the best of my knowledge 

and belief, the information contained in this report is true and 

accurate and I understand that the information contained in this 

report may be used in connection with an application for an 

energy efficient mortgage to be insured by FHA of the US 

Department of  HUD.‖



Maximum Allowable Cost of 

Improvements

 The cost of the energy efficient 

improvements that may be eligible for 

financing into the mortgage is the lesser of 

A or B as follows:

A.  The dollar amount of cost effective 

energy improvements, plus cost of report 

and inspections, or 

B.  The lesser of 5% of:

 The value of the property, or

 115% of the median area price of a single family 

dwelling, or

 150% of the conforming Freddie Mac limit



A link to a spreadsheet providing area 

median prices has been posted on the 

following web page: 

http://www.hud.gov/offices/hsg/sfh/eem/medi

anprices2010.xls  













Maximum Mortgage

1.  If the energy package meets the cost 

effective test, the full cost of the 

improvements is added to the base loan 

amount without a determination of value and 

without further credit qualification!

2. THE MAXIMUM FHA COUNTY LOAN AMOUNT 

MAY BE EXCEEDED BY THE COST OF THE 

ENERGY EFFICIENT IMPROVEMENTS.



Example of an Energy Efficient

Mortgage Calculation

Sales Price: $60,000

Interest Rate: 8%

Closing Costs: $1,200

Improvements Recommended 

by Home Energy Rating:
$3,000

Average Life of Measures 

Calculated by Rating:
10 years

Monthly Energy Savings 

Calculated by Rating:
$40



Example of EEM calculation 

continued

Standard Underwriting

$60,000 Sales Price $60,000 Appraised Value

X 96.50% Maximum Loan to Value 96.50% Maximum Loan to Value

$57,900 Maximum Loan $57,900 Maximum Loan

Energy Mortgage Calculation

$57,900 Loan Amount

$3,000 Energy Improvements

10 years Average Life of Improvements

$40 Monthly Energy Savings

$480 Annual Savings

$3,220 Energy Premium

(6.710 present value X $480 annual savings)



Example of EEM calculation 

continued

New Loan Amount

$57,900 Standard Loan Calculation

$ 3,000 Energy Mortgage

$60,900 New Loan Amount

$ 1370 Up Front MIP (based on $60,900)



Streamline Refinances

1.  Borrowers Principal and Interest for the 

new mortgage (including costs of energy 

efficient improvements) can be greater than 

current payment provided the monthly 

energy savings exceeds the increase in 

payment.

2.  For streamline refinances without 

appraisals the original principal balance 

substitutes for an appraised value.



Processing

1. The HERS report and the FHA Energy Efficient 

Mortgage worksheet calculates the dollar 

amount of the cost effective energy package 

that may be added to the base loan. 

2. The appraisal does not need to reflect the value 

of the energy added package for either new or 

existing construction.

3. The present value test is statutory requirement.



Processing

4. The completed HERS report and the  Energy 

Efficient Mortgage worksheet must be 

attached behind the Loan Transmittal (HUD-

92900) prior to  submissions for 

underwriting and endorsement.

5. Comment section of LT needs to indicate the 

loan is an EEM and reflect the cost of the 

energy package and loan calculation.



Underwriting & Qualifying the 

Borrower

1.  The mortgage is initially underwritten as 

if the energy package did not exist.

2.  FHA TOTAL Scorecard may be utilized to 

underwrite Energy Efficient Mortgages.

3.  Ratios for a manual underwrite are 

―stretched‖ to 33/45 for new 

construction or existing energy 

efficient homes that meet or exceed the 

2000 International Energy 

Conservation Code (IECC).

4 . For new construction, when qualifying 

the borrower, the cost of the energy 

package is subtracted from the sales 

price.



TOTAL Scorecard

1. Interface loan through TOTAL as if the 

energy package does not exist.

2. FHA will recognize an ―Accept‖ or 

―Approve‖ risk classification from 

TOTAL and allow the increase to the 

mortgage payment without rescoring 

or re-underwriting if allowed by the 

Direct Endorsement Underwriter.



Endorsement

1. Enter the appropriate Energy Efficient 

Mortgage designation in FHA Connection 

on the Insurance Application:

 New construction/HERS improvements

 Existing construction/HERS improvements

Note: Loans coded as EEM in FHA Connection: 

Insurance Application will recognize a 

higher loan amount and that an additional 

down payment is not required.



Endorsement continued

1. Existing properties: Energy Efficient 

Mortgages are insurable immediately 

after closing. The installation of 

energy package does not need to be 

completed prior to insuring.

2.  New construction: The energy 

package must be completed before the 

mortgage is eligible for insurance.



Escrow for Improvements

1.    For existing properties an escrow must be established 

for 100% of the actual cost of the energy efficient 

improvements not to exceed 90 days. 

2.    If the improvements are not installed within the 90 day 

period, the funds will be applied to the principal balance 

of the mortgage.

3.    HUD-92300 Mortgagee Assurance of Completion must be 

executed by DE Underwriter and Mortgagee Official to 

indicate the escrow has been established.

4.    When the improvements have been completed a lender 

selected inspector, the HERS consultant, or a HUD fee 

inspector must verify the installation.

5.    It is the lender’s responsibility to verify the 

improvements have been installed and notify HUD  

through FHA Connection the escrow has been cleared. 



Energy Efficient Mortgage Worksheet

A. Qualifying Mortgage Amount 1. Mortgage (w/o MIP) (line 11d of the MCAW-

PUR or line 10g from MCAW WS)

A. $_______________________

B. EEM Amount The Home Energy Rating Report will provide the 

information on the Recommended Energy 

Package, its cost, and the present value of the 

energy saved. 

Compare Cost and PV of energy savings:

1.Cost of Energy package $____

2. PV of Energy Saved $ _____

3. Is PV more than Cost?   Y / N

If Yes, Continue:

The lowest of the 4 calculations is the  financed 

amount that can be added on top of your base 

loan amount.

1. Total Cost of the Energy Improvements, (or) B. $ _______________________

2. 5% of the value of the property (or)

3. 5% of 115% of  the median area price of a 

single family dwelling  (or)

4. 5% of 150% of the conforming Freddie Mac 

limit

C. Final EEM Mortgage Amount (w/o MIP) Add A and B C. $ _______________________



Mortgagee Letters and 

References

4155.1 6.D.1

ML 2009-18

ML 2005-21



questions



Thank 

You!



Disclosure

 The purpose of this presentation is an overview of the 

subject matter with summation and explanation of recent 

changes in FHA policy. It introduces and explains, rather 

than supplants, official policy issued in Handbooks and 

Mortgagee Letters. If you find a discrepancy between the 

presentation and Handbooks, Mortgagee Letters, etc., the 

official policies prevail. Please note the information 

provided in this training is subject to change.  

 Please consult HUD online Handbooks at 

http://www.fhaoutreach.gov/FHAHandbook/prod/content

s.asp?address=4155-1 and Mortgagee Letters through 

http://www.hud.gov/offices/adm/hudclips/letters/mortg

agee/index.cfm for the most recent updates and current 

policy.


